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The  Health  Care  and  Education  Affordability  Reconciliation  Act  of 
2010  makes  major  changes  to  Medicare  Advantage  (MA)  payment 
policies.    Overall,  payments  to  MA  plans  will  be  reduced  from  the 
current national average of 113 percent of  local fee‐for‐service (FFS) 
costs to a new average of 101 percent of FFS costs.  The Congressional 
Budget  Office  (CBO)  has  estimated  that  the  new  polices will  reduce 
Medicare  spending by  $132 billion over 10 years.    The new policies 
will  set  county  payment  benchmarks  for  MA  plans  at  115  percent, 




to  certain  plans  and will  increase  benchmarks  and  rebates  to  plans 








The  Medicare  Advantage  (MA)  program,  under  which  Medicare 
beneficiaries have the option of enrolling in private plans available in 
their  area,  has  been  extensively  discussed  and  debated  since  its 
creation  in  the  Medicare  Modernization  Act  (MMA)  of  2003.  
Medicare’s  current  policy  pays  MA  plans  more  than  the  same 
beneficiaries would be expected to cost in the original fee‐for‐service 
(FFS)  Medicare  program  in  many  areas.    These  extra  payments 
veraged  13  percent  —  or  $1,138  per  plan  enrollee  —  in  2009, a
totaling $11.4 billion.1 
 
As  a  presidential  candidate  in  2008,  President  Obama  asserted  that 
Medicare Advantage payment policy  should be  changed  to  “pay  [MA 
plans] the same amount it would cost to treat the same patients under 




March 2010, Updated April 2010 
extra payments were cited as a potential source 
of  Federal  costs  savings  that  could  be  used  to 
help offset the cost of health care reform.       The 
Medicare  Payment  Advisory  Commission 
(MedPAC)  similarly  has  recommended  that  the 
Medicare  policy  be  revised  to  pay  plans  at 
average  FFS  costs.    In  its  annual  Medicare 
payment policy reports since 2005, MedPAC has 
recommended  that  MA  payment  be  brought  in 
line  with  FFS  costs.  Specifically,  they  “[have] 
maintained  that  100  percent  of  [Medicare]  FFS 
[costs] is the correct target for [the] benchmarks 
[used  to  determine  MA  payment  rates  in  each 
ounty]  because  it  would  encourage  plans  that c
are more efficient than Medicare FFS.”3  
 
In  2009,  the  initial  health  care  reform  bills 
passed by both the House of Representatives on 
November  7  and  the  Senate  on  December  24 
included  substantial  reductions  in  payments  to 
MA  plans.    The  House  bill  would  have  set 
benchmarks at 100 percent of FFS costs  in each 
county;  the  House  provisions  were  credited  by 
the Congressional Budget Office  (CBO) with 10‐
year  savings  of  $154  billion.4    The  Senate  bill 
would  have  set  the  benchmarks  based  on  “plan 
costs  as  reflected  in  their  bids”  at  the  county 
level  and  provide  additional  payments  to  plans 
based  on  their  scores  on  measures  of  plan 
performance on quality and enrollee satisfaction; 





This  issue  brief  analyzes  the  MA  payment 
provisions  included  in  the  Health  Care  and 













benchmarks.    It  also  uses  MedPAC  data  on  MA 
plan  bids  in  relation  to  FFS  costs  and  Kaiser 
Family  Foundation  analysis  of  MA  plan 
performance  ratings.7    The  data  are  the  latest 
available  from  2009,  so  the  analysis  should  be 
interpreted  as  representing  the  impact  of  the 
new  policies  as  if  they  had  been  fully 
implemented in 2009.  Enrollment in MA plans in 
February  2009  was  10.1  million,  and  total 
Medicare  payments  to  MA  plans  in  2009  are 
projected to have been $98.9 billion.    If  the new 





The  MA  payment  policy  included  in  HCEARA 
makes  significant  changes  to  the MA  program’s 
method of paying plans.9  The total effect of this 








here  are  three  elements  of  the  new  MA T
payment policy:   
 
(1)    The  basic  benchmark policy will  rank  all 
3,140  counties  in  the nation  from  lowest 
to highest by average FFS costs and divide 
them  into  four  cohorts  of  785  counties.  
New  county  benchmarks  will  be  set  at 
fixed  percentages  of  county  FFS  costs: 
115%,  107.5%,  100%10  and  95%11  for 
e to  F    c .th  lowest   highest FS cost ohorts 12    
 
(2) A  second  element  of  the  policy  will 
increase county benchmarks by 5 percent 
for  plans with  four  or more  stars  on  the 
CMS  measures  of  health  plan 
performance,  commonly  referred  to  as 
quality stars (See Box 1).13  
    
(3) The  third  element  of  the  new policy will 
reduce  the  rebates  to  plans  (i.e.,  the 
 
2 The George Washington University School of Public Health and Health Services
payments  that  a  plan  receives  based  on 
the  amount  that  its  bid  is  less  than  the 
county  benchmark).    Under  current  law, 
rebates  are  set  at  75  percent  of  the 
difference  between  the  county 
benchmark and any plan bid that is lower 




on  the  CMS  measures  of  health  plan 
performance.14 
 
The  rationale  for  this  payment methodology 
is  first  and  foremost  to  reduce  the  national 
average  of  payments  to  MA  plan  to  an 
amount  near  100  percent  of  FFS  costs.    Our 
analysis  indicates  that  the  new  system  will 
pay  plans  a  nationwide  average  of  101 
percent  of  FFS  costs,  with  total  extra 
payments  reduced  from  the  estimated  level 
of  $11.4  billion  in  2009  to  $0.7  billion.  CBO 
has estimated that the new policy will reduce 
edicare  costs  by  $132  billion  over  10 M
years.15  
 
The  rationale  for  setting  different  levels  of 
payment  for  counties  based  on  their  FFS 
costs  is  to  reward  areas  who  have  low  FFS 
costs.    By  setting  benchmarks  higher  than 
FFS  costs  in  low  FFS  cost  areas,  the 
legislation  directs 
additional  Medicare 















fees  paid  by  MA 
plans  —  and  FFS 
beneficiaries — who 
will  not  derive  any 






substantially  reduce  the  amount  of  extra 
payments  to  MA  plans,  payments  would  still 
exceed  FFS  costs  by  as much  as  17  percent  for 
some,  particularly  high‐performing,  plans  in 
counties  with  low  FFS  costs.    These  include 
counties  in  Oregon,  New  Mexico,  upstate  New 
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Exhibit 1. Overview of Medicare Advantage Payment  




osts  will  be  approximately  $3.0  billion  a  year c
more than FFS costs. 
 
These  continued  extra  payments  will  be 
balanced  by  payments  that  are  less  than  FFS 
costs  to  plans  in  counties  where  FFS  costs  are 
high.   Many  of  these  counties  now have  limited 
extra payments under current policy.   Payments 
to  plans  in  the  cohort  of  counties  with 





under  current  policy  to  a  new  base  level  of  50 
percent will  also  reduce  payments  to MA  plans 
and  provide  Federal  budget  savings.    The  total 
savings due  to  the reduction  in  the rebate  level, 
after  the benchmarks have been reduced by  the 
ew  four  cohort  policy,  is  estimated  at  $0.3 
Benchmark Cohorts in Compromise Proposal 
Compromise Proposal 
Benchmark Compared to 







Share of Cohort 
Enrollees in Rural 
Counties2 
Share of Cohort 
Enrollees in Counties
with Average Plan 
Rating of 4 Stars or 
Higher3 
115% 1,535,171 15% 40% 33% 
107.5% 1,782,865 18% 30% 15% 
100% 2,462,703 25% 18% 17% 
95% 4,233,541 42% 7% 8% 
National 10,014,280 100% 19% 15% 
1 Medicare Advantage enrollees in plans in Puerto Rico, American Samoa and Guam are excluded. Enrollees in “cost” plans are also excluded. 
2 Based on county classification in the 2005 American Community Survey. 





percent  to plan benchmarks and to set  the  level 
of  rebates  at  65  and  70  percent  for  plans  with 
high  scores  on  CMS  measures  of  health  plan 
performance is to reward MA plans that perform 
well  on plan quality measures.    Plans with high 
current  plan  performance  scores  tend  to  be 
located  in  California,  Pennsylvania, 
Massachusetts,  Oregon  and  Hawaii.    Staff  and 
group  model  HMOs  also  tend  to  score  well  on 




Exhibit 2. Effect of Combined Medicare Advantage Payment Policies in Compromise Proposa













































115% $9,071 $8,284 128% 117% -11% 11% -$1.2 
107.5% $9,209 $8,497 118% 108% -10% 12% -$1.3 
100% $9,416 $8,521 111% 101% -10% 21% -$2.2 
95% $10,722 $9,292 108% 94% -14% 56% -$6.0 
National $9,878 $8,807 113% 101% -12% 100% -$10.7 
1 See author’s previous work. 
4 The George Washington University School of Public Health and Health Services
based policies is projected at $0.7 bi lion a ye r. 
 
Overall,  the  new  policies  will  reduce  MA 
payments, as indicated in Exhibit 2, from current 
levels  by  a  similar  percentage  for  plans  across 
the  range  of  county  FFS  costs.    The  combined 















The  increase  in  the benchmarks  to 4  or  greater 
star  plans  has  a  minimal  effect  on  overall 
payments, as only 15 percent of enrollees live in 
ounties with plans average ratings of four stars 
Exhibit 3. Medicare Advantage Payments Compared to Fee-For-Service Costs






















only  a  limited  impact  on  total  plan  payments.  
Analysis  indicates  that  under  the  new  four 
cohort  benchmark  policy,  about  65  percent  of 
MA enrollees will be in plans with bids above the 
county  benchmark  and  so  not  eligible  for  any 
rebate.17  Forty‐six  percent  of  enrollees  live  in 
counties  where  the  average  plan  performance 
rating  is 3.5 or 4  stars and will be eligible  for a 




Current Payments Relative to FFS Costs




Four  cohort  county  benchmark  policy.  The 
most  significant  aspect  of  the  new  policies  in 
terms of the level of payments to MA plans is the 
MA  payment  benchmark  policy.    Under  this 
policy, all 3,140 of the counties in the nation will 
be ranked in order from lowest to highest county 
average  FFS  costs.    CMS  will  use  the  same 
methodology  it  currently  does  to  calculate 
average FFS costs.   Counties will  then be placed 



















































Exhibit 4. Effect of Medicare Advantage Payment Policies in Compromise Proposal 
Compromise Payment Compared to Fee-For-Service Costs 
Compromise Proposal 
Benchmark Compared 











Relative to FFS 
Costs 
Compromise Proposal 
Payments Relative to FFS 
Costs  
(In Billions) 
115% $7,080 $8,284 117% $1.8 
107.5% $7,832 $8,497 108% $1.2 
100% $8,452 $8,521 101% $0.2 
95% $9,893 $9,292 94% -$2.5 
National $8,740 $8,807 101% $0.7 
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Exhibit 5. Effect of Medicare Advantage Payment Policies in 





on  benchmarks  set  at  115  percent  of 
county  FFS  costs.  These  counties  include 
15  percent  of  total  MA  enrollees  and  55 
percent  of  the  enrollees  in  the  cohort 
reside in rural counties.  
 
• Benchmarks  set  at  107.5%  of  FFS 
costs.  Plans in the next 785 counties with 
FFS  costs  just  above  the  lowest  counties 
will  be  paid  based  on  benchmarks  set  at 
107.5  percent  of  county  FFS  costs.  This 






FFS  costs  will  be  paid  based  on 
benchmarks set at 100 percent of county 
FFS  costs.  Enrollees  in  these  counties 
mirror  the  national  average  of  Medicare 
beneficiaries  ‐‐  70  percent  live  in  urban 

































FFS Costs  
(In Billions) 
115% 1,535,171 -13% $8,141 -$1.4 $1.6 
107.5% 1,782,865 -11% $8,418 -$1.4 $1.0 
100% 2,462,703 -11% $8,442 -$2.4 $0.0 
95% 4,233,541 -13% $9,323 -$5.9 -$2.4 
National 10,014,280 -12% $8,764 -$10.8 $0.2 
1 Medicare Advantage enrollees in plans in Puerto Rico, American Samoa and Guam are excluded. Enrollees in “cost” plans are 
also excluded. 
2 See previous work by the authors. 
  
They include 25 percent of MA enrolle s.     
• Benchmarks  set  at  95%  of  FFS  costs.  
The  785  counties  with  the  highest  FFS 
costs  in  the nation will  be paid based on 
benchmarks  set  at  95  percent  of  county 





 Exhibit 6. Effect of Medicare Advantage Payment Policies in
Compromise Proposal   





















Less than 4.0 stars 0% 8,488,304 30% $0.0 
4.0 – 5.0 stars 5% 783,608 31% $0.3 
Four-Factor Double Adjustment3 10% 742,368 70% $0.3 
National 0% 10,014,280 33% $0.5 
1 Based on county level enrollee-weighted plan quality average. To account for averaging, counties with star averages of 3.75 
or more are included. See previous work by the Kaiser Family Foundation. 
2 Medicare Advantage enrollees in plans in Puerto Rico, American Samoa and Guam are excluded. Enrollees in “cost” plans 
are also excluded. 
3See Box 2: Four-Factor Double Benchmark Adjustment 
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Overall,  the  four  cohort  benchmark  policy, 
independent of the other two polices, will reduce 
MA  payments  to  100  percent  of  FFS  costs  and 






on  plan  performance  measures.    This  new 
policy  will  provide  a  5  percent  increase  in  the 





There  are  147  counties,  with  a  total  of  15 
percent  of  all  MA  enrollees,  where  MA  plans 
average  4  or  more  stars.    Increasing  payment 
benchmarks  to  MA  plans  with  high  plan 





An  additional,  four‐factor  double  benchmark 



























Share of Total 
Policy Value 
Total Value of 
Policy  
(In Millions) 
8 State Total 715,021  100% $294 
California 124,914 2% 3% $10 
Colorado 62,113 36% 9% $26 
Florida 11.468 1% 2% $5 
Massachusetts 44,226 23% 6% $19 
New York 247,147 30% 34% $100 
Oregon 147,400 60% 20% $59 
Pennsylvania 89,456 11% 13% $37 
Washington 117,616 54% 17% $50 
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Exhibit 7.   Effect of Medicare Advantage Payment Policies in 
Compromise Proposal   
of this provision can be found in Box 2. 
 
Reduction  in  plan  rebates  with  higher 
rebates  based  on  plan  performance  quality 
stars.    Under  the  new  policy,  MA  plan  rebates 
will  be  reduced  from  the  current  level  of  75 
percent to 50 percent for most MA plans eligible 





Plan  rebates  are  payments  to  plans  that  reflect 
the  difference  between  the  county  MA 
benchmark  and  a  plan’s  costs  for  providing  the 
Medicare  benefit  package  as  reflected  in  the 
plan’s bid.  For a plan to receive a rebate, its bid 









































115% 1,535,171 11% 22% 32% $0.2 
107.5% 1,782,865 4% 11% 17% $0.1 
100% 2,462,703 8% 9% 28% $0.2 
95% 4,233,541 8% 0% 23% $0.1 
National 10,014,280 15% 7% 100% $0.6 
1 Based on county level enrollee-weighted plan quality average. See methods and previous work by the Kaiser Family 
Foundation. 
2 Medicare Advantage enrollees in plans in Puerto Rico, American Samoa and Guam are excluded. Enrollees in “cost” 








Exhibit 8.  Effect of Medicare Advantage Payment Policies in Compromise 
Proposal   

















Increase in Plan 

















No Rebate 0% 6,786,534 68% $0.0 0.0% $0.0 
0-3.5 Stars 50% 1,148,271 11% $0.0 3.8% $431.7 
3.5-4.5 Stars 65% 1,802,220 18% $77.6 5.6% $336.2 
4.5-5 Stars 70% 277,255 3% $0.1 3.7% $2.3 
National  10,014,280 100% $77.7 0.9% $770.3 
1 Based on county level enrollee-weighted plan quality average. See methods and previous work by the Kaiser Family Foundation. 
2 Medicare Advantage enrollees in plans in Puerto Rico, American Samoa and Guam are excluded. Enrollees in “cost” plans are also excluded 
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Exhibit 9.  Effect of Medicare Advantage Payment Policies in 
Compromise Proposal   


























115% 1,535,171 29% 0.0% $2.9 
107.5% 1,782,865 16% 0.0% $5.4 
100% 2,462,703 33% 0.2% $52.7 
95% 4,233,541 40% 1.8% $709.4 
National 10,014,280 32% 0.9% $770.3 
1 Medicare Advantage enrollees in plans in Puerto Rico, American Samoa and Guam are excluded. Enrollees 
Analysis indicates that the 65 percent rebate will 
be  paid  to  plans  in  counties  that  enroll  18 
percent  of  MA  enrollees.    The  15  percent 
increase  from  the  50  percent  base  level  will 
increase  payments  by  0.8  percent  and  $77 
million  nationwide.  The  70  percent  rebate  will 
be  paid  to  plans  in  counties  with  3  percent  of 
plan  enrollees  and  the  increase  in  payments 





Taken  together,  the  net  reduction  in  MA 
payments  due  to  the  new  lower  rebate 
percentages  is projected at  less  than one‐half of 
one percent of total MA payments.   This modest 
combined  impact  of  the  new  rebate  policies  is 
primarily  because  just  over  30  percent  of  MA 
enrollees are in plans that will receive any rebate 
due  to  the  level of  their bid  relative  to  the  local 
benchmark.   Only 21 percent of enrollees are  in 



















































 “cost” plans are also excluded. 
ased on county level enrollee-weighted plan bid, benchmark and quality levels. See Methods for details. 
 












In  sum,  the  new  Medicare  Advantage  payment 
policies  proposed  by  the  HCEARA  will  reduce 
payments  to MA  plans  to  a  national  average  of 
approximately  101  percent  of  FFS  costs 
nationwide.  The  new MA  payment  polices  have 
been scored by CBO as  reducing Medicare costs 
by  $132  billion  over  the  decade  from  2010  to 
2019.    This  is  the  second  largest  source,  after 
reductions in payments to hospitals, of Medicare 





10 The George Washington University School of Public Health and Health Services
NOTES 
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Appendix 1. Medicare Advantage Payment Policies in Compromise Proposal 

























































National 10,014,280 22% 15% $8,740 $9,878 $8,796 113% 101% -12% 1% 
Alabama 170,929 21% 0% $8,579 $9,420 $8,523 110% 99% -11% -1% 
Alaska 640 1% 0% $8,859 $10,078 $8,701 114% 98% -16% -2% 
Arizona 323,823 37% 0% $8,490 $9,346 $8,590 110% 101% -9% 1% 
Arkansas 67,808 13% 0% $7,894 $9,000 $8,374 114% 106% -8% 6% 
California 1,570,931 35% 4% $9,246 $10,353 $8,984 112% 97% -15% -3% 
Colorado 173,014 30% 74% $8,470 $9,444 $8,714 111% 104% -7% 4% 
Connecticut 87,916 16% 0% $8,991 $9,596 $8,718 107% 97% -10% -3% 
Delaware 6,627 5% 0% $8,364 $9,083 $8,364 109% 100% -9% 0% 
Florida 922,369 29% 1% $10,331 $10,641 $9,701 103% 94% -9% -6% 
Georgia 169,945 15% 0% $8,154 $9,281 $8,378 114% 103% -11% 3% 
Hawaii 37,902 19% 87% $6,673 $9,194 $7,716 138% 116% -22% 16% 
Idaho 57,219 26% 0% $7,511 $9,027 $8,398 120% 112% -8% 12% 
Illinois 168,079 9% 6% $8,750 $9,446 $8,806 108% 101% -7% 1% 
Indiana 132,303 14% 0% $7,850 $9,131 $8,363 116% 107% -9% 7% 
Iowa 56,193 11% 0% $7,156 $8,818 $8,051 123% 113% -10% 13% 
Kansas 40,914 10% 0% $8,170 $9,380 $8,358 115% 102% -13% 2% 
Kentucky 103,977 14% 0% $8,155 $9,129 $8,413 112% 103% -9% 3% 
Louisiana 146,528 22% 0% $9,934 $11,634 $9,396 117% 95% -22% -5% 
Maine 23,921 9% 39% $7,312 $8,886 $8,463 122% 116% -6% 16% 
Maryland 36,215 5% 1% $9,919 $10,344 $9,279 104% 94% -10% -6% 
Massachusetts 195,785 19% 100% $8,907 $10,037 $8,992 113% 102% -11% 2% 
Michigan 380,956 24% 4% $8,563 $9,395 $8,560 110% 100% -10% 0% 
Minnesota 175,517 23% 47% $8,377 $9,115 $8,667 109% 103% -6% 3% 
Mississippi 43,827 9% 0% $8,922 $9,667 $8,706 108% 98% -10% -2% 
Missouri 190,434 20% 0% $8,069 $9,413 $8,329 117% 103% -14% 3% 
Montana 27,046 17% 0% $7,410 $8,563 $8,309 116% 112% -4% 12% 
Nebraska 29,612 11% 0% $7,966 $9,054 $8,262 114% 104% -10% 4% 
Nevada 102,927 31% 0% $9,743 $9,902 $9,322 102% 96% -6% -4% 
New Hampshire 12,229 6% 0% $8,002 $9,214 $8,478 115% 106% -9% 6% 
New Jersey 152,989 12% 0% $9,298 $10,108 $8,888 109% 96% -13% -4% 
New Mexico 71,462 24% 0% $6,962 $9,173 $7,993 132% 115% -17% 15% 
New York 822,535 28% 35% $8,978 $10,660 $9,105 119% 102% -17% 2% 
North Carolina 244,055 17% 0% $7,800 $9,236 $8,390 118% 108% -10% 8% 
North Dakota 6,984 7% 0% $7,231 $8,558 $8,162 118% 113% -5% 13% 
Ohio 471,989 26% 2% $8,159 $9,325 $8,403 114% 103% -11% 3% 
Oklahoma 83,262 14% 0% $9,128 $9,642 $8,761 106% 96% -10% -4% 
Oregon 244,823 42% 87% $7,444 $9,212 $8,599 124% 116% -8% 16% 
Pennsylvania 842,648 38% 30% $8,500 $9,667 $8,596 114% 101% -13% 1% 
Rhode Island 64,713 36% 0% $7,823 $9,432 $8,442 121% 108% -13% 8% 
South Carolina 105,515 15% 0% $8,001 $9,190 $8,336 115% 104% -11% 4% 
South Dakota 9,424 7% 0% $7,238 $8,558 $8,201 118% 113% -5% 13% 
Tennessee 221,207 22% 0% $8,254 $9,301 $8,457 113% 102% -11% 2% 
























































National 10,014,280 22% 15% $8,740 $9,878 $8,796 113% 101% -12% 1% 
Texas 488,491 17% 0% $9,612 $11,162 $9,059 116% 94% -22% -6% 
Utah 79,422 30% 0% $7,908 $9,228 $8,324 117% 105% -12% 5% 
Vermont 3,800 4% 0% $7,290 $8,534 $8,224 117% 113% -4% 13% 
Virginia 132,793 12% 0% $7,350 $9,114 $8,177 124% 111% -13% 11% 
Washington 215,825 24% 78% $7,622 $9,222 $8,647 121% 115% -6% 15% 
Washington D.C. 3,244 4% 0% $9,144 $10,890 $8,687 119% 95% -24% -5% 
West Virginia 73,546 20% 14% $7,798 $9,047 $8,428 116% 108% -8% 8% 
Wisconsin 216,329 25% 15% $7,440 $8,991 $8,222 121% 111% -10% 11% 
Wyoming 3,638 5% 0% $7,995 $8,779 $8,280 110% 104% -6% 4% 
 
 
1 Medicare Advantage enrollees in plans in Puerto Rico, American Samoa and Guam are excluded. Enrollees in “cost” plans are also excluded. 
2 Based on county level enrollee-weighted plan quality average. See previous work by the Kaiser Family Foundation. 
3 See authors’ previous work. 
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